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L INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION.

My name is Jane I.. McManeus. My business address is 526 South Church Street,
Charlotte, North Carolina. T am Director, Rates for Dukec Energy Carolinas, LLC
(“Duke Energy Carolinas” or the “Company”).

DID YOU PREVIOUSLY SUBMIT DIRECT TESTIMONY AND EXIIIBITS
IN THIS PROCEEDING?

Yes.

WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL TESTIMONY?
The purposc of my supplemental testimony is to present information supporting the
Scttlement Agreement entered into by and among the Company, the Office of
Regulatory Staff (“ORS”), and the South Carolina Encrgy Users Committee
(“SCEUC™), dated August 15, 2008 (the “Settlement™).

11 THE SETTLEMENT

WIIAT ARE THE PRINCIPAL PROVISIONS OF THE SETTLEMENT?

The principal terms of the Settlement are as follows: (i) acceptance of the ORS
Witness Robert A. Lawyer’s pre-filed direct testimony concerning adjustments to
the Company’s over/under recovered fuel and environmental costs; (ii) application
of $60 million of amounts over-collected by Duke Lnergy Carolinas through time
from South Carolina customers for Catawba purchased capacity levelization (PCL)
costs and demand-side management (DSM) costs as partial collection of the
Company’s South Carolina jurisdictional un-recovered fuel balance; and (iii)

acceptance of the fuel costs, environmental costs, and combincd projected fuel
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factors to rcflect the application of the PCL and DSM over-collections to the fuel
ratc. Further, the parties have agreed that no returm will be calculated on the amount
applied to the recovery of unbilled fuel.

DOES DUKE ENERGY CAROLINAS ACCEPT THE ACCOUNTING
ADJUSTMENTS RECOMDMENDED BY ORS WITNESS ROBERT
LAWYER?

Yes, as part of the Settlement, the Company accepts Mr. Lawyer’s recommended
adjustments to the Company’s over/under recovered fuel and environmental costs.
PLEASE DESCRIBE THE CATAWBA PURCHASED CAPACITY
LEVELIZATION BALANCE AND THE RELATED COMMISSION
ORDERS.

In connection with the sale of a partial ownership intcrest in the Catawba Nuclear
Station (“Catawba™) in 1978-1984 to numerous municipal and cooperative cleetric
suppliers (the “‘co-owners™), Duke Energy Carolinas agreed to purchase capacity
from the co-owners in dccreasing annual amounts over ten to fifteen years as their
load grew to utilize their shares of the Catawba energy output. In the Company’s
rate proceedings in 1985 and 1986, the Commission approved lcvelization of
capacity costs related to thesc power purchases from the Catawba co-owners in
order to avoid rate shock and to provide rate stability. The Commission adopted a
S-year levelization period for the agreement with the cooperatives and a 7.5-year
levelization period for the agreement with the municipats, However, the
Commission required that, at the end of the levelization periods, a true-up would be

made and rates would be adjusted to reflect the end of the levelization period.
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Order No. 85-841, Dockct No. 85-78-E (October 8, 1985) at 34-42 (addrcssing
Catawba Unit 1), and Order No. 86-116, Dockct No. 86-188-F (November 5, 1986)
(addressing Catawba Units | and 2) at 43-45.

Levelizing the costs of the purchased capacity buyback required the
Company to defer the difference between the level of purchased power expense
associated with the buy-back arrangements reflected in rates and the actual buy-back
costs mcwred. Because the level of purchased power cxpense reflected in rates
continucd after the levelization periods, the Company cventually collected more
than its incurred purchased power cost.

On May 10, 1996, the Commission approved a rate decrement rider to
reflect an interim true-up of the Catawba levelization costs and certain demand-side
management costs. Order No. 96-337, Docket Nos. 85-78-E, 86-188-E, and 91-
216-E. In this Order, the Commission observed that subsequent to the cuding of the
stated levclization periods, Duke Energy Carolinas continued the previously
approved lcvelization accounting to defer the difference between the level of
purchased power expense associated with the buy-back arrangements reflected in
rates and the actual buy-back cost incurred.  This Order requires the Company to
continue to account for the Catawba PCL as approved in previous Commission
orders, noting that the Company had commitments to continue purchasing power
from the co-owners through the year 2000. This rate rider (i) eliminated from rates
the level of purchased power expensc associated with the buy-back arrangements
reflected i rates, and (i) returns some of the over-collection of the purchascd power

expense to customers.
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Finally, on Junc 23, 1999, the Commission approved an accounting order as
another interim true-up to the Catawba PCL. The Commission’s order continued a
rate reduction ordered by Commission Order No. 93-837 beyond June 30, 1999 until
further order of the Commission. This ratc reduction had the cffect of giving
customers the related profits the Company earned on a contract to sell power to
Progress Energy (formerly Carolina Power & Light Company) over a six year period
ending Junc 30, 1999. By continuing the rate reduction beyond Tune 30, 1999, the
ratc reduction was to be offset by a truc-up of the Catawba PCL account. Order No.
1999-442-4, Docket No, 91-216-E. The effect of this order and Order No. 96-337
was to return over time the over-collection of the Catawba purchascd power costs to
customers.

WHAT IS THE AMOUNT OF THE CATAWBA PURCHASED CAPACITY
LEVELIZATION BALANCE?

The PCL balance as of June 30, 2008 was $83,847,000 and represents a liability
owed to South Carolina retail customers by the Company.

WHAT EFFECT WILL THE SETTLEMENT HAVE ON THE CATAWBA
PCL BAL.ANCE?

$60 million of the Catawba PCL balance will be transferred to the deferred fuel
account, which will have the effect of lowering the deferred fucl account to reflect a
netting of'a balance customers owc to the Company against an amount the Company
owes o customers. The effeet is to accelerate the retutn to customers of the PCL
balance if the negative rider approved in Order No. 96-337 is not changed. The

Company estimates that the remaining Catawba PCIL balance of $24 million (584
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million balance at June 30, 2008 less $60 million transferred to the deferred fuel
balance) will be reduced to zero by the end of 2009, if not sooner, becausc of the
interim truc-ups order mentioned earlier. To implement the Settlement provisions,
the estimated reduction in non-fuel rates from the interim true-up orders, equaling
approximatety $25 million annually, is first used to reduce the Catawba PCL over-
collection balance to zero and then included in the DSM deferred cost balance as a
liability of customers to Duke Fnergy Carolinas.

PLEASE DESCRIBE TIIE DEMAND-SIDE MANAGEMENT BALANCE.

In the Company’s most rccent general rate case proceeding in South Carolina
(Docket No. 91-216-E), the Commission approved a deferred account process with
carrying cost coverage and subscquent cost of service amortization for DSM cost
rccovery,  Specifically, the Commission approved a Stipulation between the
Company, the S.C. Department of Consumer Affairs, and the Commission Stafl
allowing for (1) the deferral of certain DSM expenses above the 1990 test year level
included in rates, and (ii) the addition to the deferred balance of carrying costs on
the balance as calculated monthly. The Commission reaftirmed its approval of this
cost recovery mechanism in Order No. 93-8, Dockel No. 92-208-F, The recovery
of the balance in the deferred account was to be addressed in a subsequent general
rate case proceeding, However, since about 2002 the Company has over-collected
from customers its DSM costs. As of June 30, 2008, the balance of the deferred
account was 599,609,000. This balance represents a liability owed to South

Carolina retail customers by the Company. The Company has proposed to flow
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back at least $87 million of the accrued balance through Rider EE (SC) as part of

the Partial Settlement Agreement filed in Docket No. 2007-358-E.

Q. WHAT EFFECT WILL THE SETTLEMENT IIAVE ON TIIE DSM
BALANCE?

A, The Company estimates that the DSM deferred cost over-collected balance will be
reduced by approximately $8 milhion by December 31, 2009.

. EFFECT OF THE SETTLEMENT ON PROPOSED FUEL RATES

Q. WHAT IS THE NET EFFECT OF THE SETTLEMENT ON THE
COMPANY’S FUEL FACTORS?

A. The Settlement reduces the fuel rate set forth in my pre-filed direct testimony and
exhibits, such that thc combined projected fuel factors for the Company to charge
for the period beginning with the first billing cycle in October 2008 through the last
billing cycle of September 2009 by customer class are as follows:

5C Tl Cost SC Environmental |, . . . .
) ve . ffrom T SC Environmental  |[Combined

Class of Scrvice |, Costs (Over)Under| ", o . .

Supplemental Recovéry from Costs {rom Exhibit § Projected Fuel
Exhibit 1 A (¢/kWh) Factor (¢/kWh)
(¢/kWh) Exhibit 7 (¢/kWh)

Residential - 22317 -0.0217 0.0439 22539

fga_:_r_ueral/Lighting 22317 -0.0168 0.0352 22501

Industrial 2.2317 -0.0114 0.0212 ~2.2415

Exhibit Nos. 6 and 9 to my pre-filed direct testimony have been updated to show the
effect of the Settlement and are attached hereto as McManeus Supplemental Exhibit

Nos. 1 and 2, respectively.
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1V, CONCLUSION

Q. WHAT 1S DUKE ENERGY CAROLINAS ASKING THE COMMISSION
TO DO?

A. Dukc Fnergy Carolinas respectfully requests that the Commission approve the
Settlement as presented.

Q. WERE McMANEUS SUPPLEMENTAL EXHIBIT NOS. 1 AND 2
PREPARED BY YOU OR UNDER YOUR SUPERVISION?

A. Yes.

Q. DOES THIS CONCLUDE YOUR SUPPLEMENTAIL TESTIMONY?

A. Yes, it does.
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McManeus Supplemental

Exhibit 1

REVISED McManous Exhibit 6
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DUKE ENERGY CAROLINAS

SOUTH CAROLINA FUEL CLAUSE

2008 ANNUAL FUEL HEARING

PROJECTED FUEL FACTOR BY CUSTOMER CLASS

SC Envircnmental Costs
{Over)/Under Recovery SC Environmental Costs

Summary ¢/KWH SC Fuel Cost from Exhibit & from Exhibit 7 from Exhibit 8
1 Residential 22317 -0.0217 0.0439
2 General/Lighting 22317 -0.0168 0.0352
3 Industrial 22317 -0.0114 0.0212

Combined Projected

Fuel Factor
2.2539
2.2501
2.2415
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